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EXPOSURE DRAFT
PROPOSED STATEMENT
ON AUDITING STANDARDS
and
STATEMENT ON STANDARDS FOR
ATTESTATION ENGAGEMENTS
ESTABLISHING AN UNDERSTANDING
WITH THE CLIENT
(Amendments to Statement on Auditing Standards No. 1 ,
AU Section 3 1 0 , "Relationship Between the Auditor's
Appointment and Planning" and Statement on Standards for
Attestation Engagements No. 1 , AT Section 100
"Attestation Standards")

MARCH 7, 1997
Prepared by the AICPA Auditing Standards Board for comment
from persons interested in auditing and attestation issues

Comments should be received by June 1 6 , 1 9 9 7 , and addressed to
Kim Gibson, Technical Manager, Audit and Attest Standards, File 2 1 3 8 ,
AICPA, 1 2 1 1 Avenue of the Americas, New York, NY 1 0 0 3 6 - 8 7 7 5
or via the Internet to KGIBS0N@AICPA.ORG
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March 7, 1997
Accompanying this letter is an exposure draft, approved by the Auditing Standards Board
(ASB), of a proposed Statement on Auditing Standards (SAS) and a proposed Statement on
Standards for Attestation Engagements (SSAE) titled Establishing an Understanding With the
Client. These proposed Statements would amend SAS No. 1, AU section 310, and SSAE No.
1, AT section 100, to incorporate guidance about obtaining an understanding with the client
regarding the services to be performed. A summary of the significant provisions of the
proposed Statements accompanies this letter.
Comments or suggestions on any aspect of this exposure draft will be appreciated. To facilitate
the ASB's consideration of responses, comments should refer to specific paragraphs and
include supporting reasons for each suggestion or comment.
In developing guidance, the ASB considers the relationship between the cost imposed and the
benefits reasonably expected to be derived from audits. It also considers the differences the
auditor may encounter in the audit of financial statements of small businesses and, when
appropriate, makes special provisions to meet those needs. Thus, the ASB would particularly
appreciate comments on those matters.
Written comments on the exposure draft will become part of the public record of AICPA Audit
and Attest Standards and will be available for public inspection at the offices of the AICPA after
July 16, 1997, for one year. Responses should be sent to Kim Gibson, Technical Manager, Audit
and Attest Standards, File 2138, AICPA, 1211 Avenue of the Americas, New York, NY 100368775 in time to be received by June 16, 1997. Responses may also be sent by electronic mail
over the Internet to KGIBS0N@AICPA.ORG.
Sincerely,

Edmund R. Noonan
Chair
Auditing Standards Board

Thomas Ray
Director
Audit and Attest Standards
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SUMMARY

Why Issued
The Auditing Standards Board (ASB) is proposing an amendment t o existing standards t o provide
guidance on obtaining an understanding w i t h the client about the services t o be performed.
Currently, such guidance is not included in the Statements on Auditing Standards (SASs) or the
Statements on Standards for A t t e s t a t i o n Engagements (SSAEs). However, the recently-issued
Statement on Quality Control Standards (SQCS) No. 2, System of Quality Control for a CPA
Firm's Accounting
and Auditing Practice, (AICPA, Professional Standards, vol. 2 , QC sec.20)
requires that a CPA firm provide policies and procedures for obtaining an understanding w i t h the
client regarding services t o be performed. SQCS No. 2 also states t h a t professional standards may
provide guidance in deciding whether such understanding should be oral or w r i t t e n . The ASB
recognizes a need for authoritative guidance about this issue to reduce misunderstandings as to
the nature of the audit and attest engagement t o be performed.

What It Does
The proposed Statements w o u l d amend existing professional standards to incorporate guidance
about obtaining an understanding w i t h the client regarding the services to be performed. The
proposed Statements would require the auditor* to establish an understanding w i t h the client that
includes the objectives of the engagement, the responsibilities of management and the auditor,
and any limitations of the engagement. The proposed Statements also would require that the
auditor document his or her understanding w i t h the client in the working papers, preferably
through a w r i t t e n communication w i t h the client. The proposed Statements w o u l d include
specific matters that ordinarily would be addressed in the understanding w i t h the client. In
addition, the proposed Statements would provide guidance w h e n the auditor believes that an
understanding w i t h the client has not been established.

How It Affects Existing

Standards

The proposed Statements w o u l d a m e n d —
•

SAS No. 1 , Codification of Auditing Standards and Procedures (AICPA, Professional
Standards, v o l . 1 , A U sec. 3 1 0 ) , and would change the title of the section f r o m
"Relationship Between the Auditor's Appointment and Planning" to "Appointment of the
Independent Auditor."

•

SSAE No. 1 , Attestation

Standards

(AICPA, Professional

The term practitioner is used when discussing SSAEs.

Standards,

v o l . 1 , A T sec. 100).

PROPOSED STATEMENT ON AUDITING STANDARDS
ESTABLISHING AN UNDERSTANDING WITH THE CLIENT
1. This proposed Statement amends Statement on Auditing Standards (SAS) No. 1 , Codification of Auditing
Standards and Procedures, (AICPA, Professional Standards, vol.1, AU sec. 310, "Relationship Between the
Auditor's Appointment and Planning") to incorporate guidance about auditors establishing an understanding
with the client regarding the services to be performed. This proposed amendment also would rename the
title of AU sec. 310 to Appointment of the Independent Auditor. This Statement is effective for
engagements beginning after December 15, 1997. Earlier application is encouraged.
ESTABLISHING AN UNDERSTANDING WITH THE CLIENT
5. The auditor should establish an understanding with the client regarding the services to be
performed. The understanding should include the objectives of the engagement, management's
responsibilities, the auditor's responsibilities, and limitations of the engagement. 1 The auditor
should document the understanding in the working papers, preferably through a written
communication with the client. When the auditor believes an understanding with the client has not
been established, he or she should ordinarily decline to accept or perform the engagement.
6. An understanding with the client regarding an audit of the financial statements generally
includes the following matters:
•

The objective of the audit is the expression of an opinion on the financial statements.

•

Management is responsible for the entity's financial statements.

•

Management is responsible for establishing and maintaining effective internal control over
financial reporting.

•

Management is responsible for identifying and ensuring that the entity complies with the
laws and regulations applicable to its activities.

•

Management is responsible for making all financial records and related information
available to the auditor.

1

Engagements other than audits of financial statements involve different objectives. In such circumstances, the
understanding should reflect the effects of the different objectives on the responsibilities of management and the auditor, and
on the limitations of the engagement. For example:
•

reviews of interim financial information (see SAS No. 71, paragraph 9 [AICPA, Professional Standards, vol. 1,
AU sec. 722]).

•

audits of recipients of governmental financial assistance (see SAS No. 74, paragraph 10 [AICPA, Professional
Standards, vol. 1, AU sec. 801]).

•

application of agreed-upon procedures to specified elements, accounts or items of a financial statement (see SAS
No. 75, paragraph 3 [AICPA, Professional Standards, vol. 1, AU sec. 622]).
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•

At the conclusion of the engagement, management will provide the auditor with a letter
that confirms certain representations made during the audit.

•

The auditor is responsible for conducting the audit in accordance with generally accepted
auditing standards. Those standards require that the auditor obtain reasonable, rather than
absolute, assurance about whether the financial statements are free of material
misstatement, whether caused by error or fraud. Accordingly, a material misstatement
may remain undetected. Also, an audit is not designed to detect error or fraud that is
immaterial to the financial statements. If, for any reason, the auditor is unable to
complete the audit, the auditor may decline to express an opinion or issue a report as a
result of the engagement.

•

An audit includes obtaining an understanding of internal control sufficient to plan the audit
and to determine the nature, timing, and extent of audit procedures to be performed. An
audit is not designed to provide assurance on internal control or to identify reportable
conditions. However, the auditor is responsible for communicating reportable conditions
of which he or she becomes aware.

•

The auditor is responsible for making any other communications required by generally
accepted auditing standards.

These matters may be communicated in the form of an engagement letter.
7. An understanding with the client also may include other matters, such as the following:
•

Arrangements regarding the conduct of the engagement (for example, timing, client
assistance regarding the preparation of schedules, and availability of documents)

•

Arrangements concerning involvement of specialists or internal auditors, if applicable

•

Arrangements to be made with a predecessor auditor

•

Arrangements regarding fees and billing

•

Any limitation of or other arrangements regarding the liability of the auditor or the client

•

Conditions under which access to the auditor's working papers may be granted to others
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PROPOSED STATEMENT ON STANDARDS FOR ATTESTATION ENGAGEMENTS
ESTABLISHING AN UNDERSTANDING WITH THE CLIENT
1. This Statement amends Statement on Standards for Attestation Engagements (SSAE)
No. 1 , Attestation
Standards, (AICPA, Professional Standards, vol. 1, AT sec. 100,
"Attestation Standards") to incorporate guidance about practitioners establishing an
understanding with the client regarding the services to be performed. This Statement is
effective for engagements beginning after December 15, 1997. Earlier application is
encouraged.
32. The practitioner should establish an understanding with the client regarding the services to
be performed.
The understanding should include the objectives of the engagement,
management's responsibilities, the practitioner's responsibilities, and limitations of the
engagement. The practitioner should document the understanding in the working papers,
preferably through a written communication with the client. When the practitioner believes an
understanding with the client has not been established, he or she should ordinarily decline to
accept or perform the engagement.
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